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INCREASED private financing due to expansion in
demand generated by the Defense Program end, to
a lesser cxtent, continved public deficit financing neces-
sitated by the inauguration of that program, combined
to raise net public and private debt in the United States
by 5.1 billion dollars during 1940. At the end of that
year combined public and private net debt reached
167.3 billion dollars; private debt accounted for 69 per-
cent of this total while the remaining 31 percent was
represented by public debt.

This comprehensive total of domestic indebtedness in |

the United States was, on December 31, 1940, 3.2 percent
higher than the corresponding figure at the close of
1939 but was still 3.9 percent below the 1930 record
high of 173.7 billion dollars, due to the substential
liquidation of debt which occurred during the depres-
‘sion years. In contrast to the fizure of $1,263 for 1940,
net indebtedness per capita was $1,406 and $1,184 for
1930 and 1934, respectively, the dates when per capita
debt reached high and low points for the 192940 period.
During 1940, private debt increased more than public
debt, both in dollar amount and in percentage terms.
The increase in net private indebtedness of all types
amounted to 3.6 billion dollars or 3.2 percent over 1939,
while the increase in net public debt was 1.6 billions or
3.1 percent over the 1939 year-end figure.

All the major types of private debt, except farm.

mortgages, rose during 1940, although the increases; in
percentage terms, were very uneven, as may readily be
seen from figure 9. The most striking debt increase
during the year, as this figure shows, occurred in out-
standing consumer credit which advanced by 12.8 per-
cent and added approximately 1 billion dollars to cur-
rent purchasing power. About one-half of the increase
represented heavier automobile financing.

- This increase in consumer debt suggests both that

the rise in income and employment during 1940 was’

generally expected to be maintained or even continued
during the year shead, and that the prospect of shortages
was accelerating consumer buying. The close associ-
ation between outstanding consumer debt and nationsl
income which characterized not only 1940 but the
whole of the past decade (see fig. 10} cannot be expected
to continue once the Presidential order authorizing

t The bulk of the material for this report was gathered by J. Wesley Sternberg,
formerly economic analyst in the Bureay of Foreign snd Domestio Commeree. Mr,
Sternberg hins prepored o more complets report on Fudebledness in the United Stules
which will be published in the near fnfure, This larger report, covering the 12-year
peeiod 102940, will give more detailed break-downs of the debt estimates and will
present 8 discussion of the sources of information pnd mothods of cstinration used.

control of installment credit is suecessfully implemented
and the supplies of new durable goods available for
sale decline because of priority control over raw
materials, '

The inerease of 1.3 billion dollars in corporate short-
term debt during 1940 was concentrated among indus-
trial companies and flowed chiefly from the need of
business for additional working capital. Although some
Figure 9.—Percentage Change 1940 from 1939 in Net Public

and Private Debt by Classes
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incrcase in current business indebtedness is character-
istic of economic expansion, this unusually large rise in
corporate short-term debt relative to the rise in national
income is evidence of the changes in character of pro-
duction necessitated by the rearmament programw. and of
the preparation for further business expansion during
1041, o
Domestic indebtedness is an important form of
investinent for. individual savings, particularly those
savings which are mobilized by banks, insurance com-
panies, and similar financial institutions. -Since these
institutions invest principally in debt securities, that
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part of individual saving plﬁ_ced with financial inter-

mediaries is made available for capital formation
chiefly through debt financing by business. During
a period such as the present, when important changes
are occurring in both the volume and composition of
capital formation, the flow of savings into creditor
claims constitutes one method of partially meeting the

Figure 10,~Indezes of Nacional Income and Consamer Debt
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finaneial requirements of those business enterprises
which are enlarging their plant facilities and which have
& larger volume of output in process because of the
acceleration in demand for final products,

Trends in Net Debt, 1929-1940.

Fluctuations in the voluine of indebtedness over the
1929-1940 period, shown in figures 11,12, and 13 reveal
the varying degrees of sensitivity to economic changes
. exhibited by different classes of debt but they indicate
as well the presence of special factors operating to in-
fluence particular debt calegories. For example, al-
though the trend of farm and nonfarm mortgage debt
was roughly similar dwing the years 1931-36, this
similarity has been less apparent during recent years,

The trends in public and private debt were opposite
during a substantial part of the period since 1929,
This is, of course, a result of the fact that the reduction

in private debt was a consequence of the same under-.

Iying conditions—decreasing business acitivity, employ-
ment, and production—which led to the increase in
public debt during the depression period.

Changes in the volume of outstanding private debt
. generally follow the trend of industrial production and
national income salthough adjustments in the debt
structure tend to lag somewhat behind the movements
in these two basic series,
of the lag varies considerably among the different com-
ponent parts of net private debt; some outstandings
for example, consumer debt, showing very little lag
while other serics show movements which run con-
siderably behind chanees in the level of economic
aetivity.

‘over the whole 12-year period, are evident.

Furthermore, the duration .
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A number of factors account for the existence of
these lags. The rigidity of long-term debt contracts, the -
prior claims of creditors against the incomes of enter-
prises, and the slowness of the legal machinery for debt
adjustment all contribute to delayed debt reduction
during periods of economic contraction and falling
prices.

Similarly, during expansion the long-term debt of
business enferprizes may expand relatively less rapidly
than oulput, both becavse the capital market is more
receptive to equity financing and because the higher
volume of new bérrowing is more nearly offset by in-

| ereased capacity to retire old obligations.

One caution should be observed in mt.erpl eting the
aggregate private debt figures, The trend in both the
long- and shori-term aggregates is the net result of the
cha.nges in the components of these aggrcgates Since
in certain years these components moved in different
directions, the changes in the aggregates tend not to
reveal the full dispersion of the changes in particular
debt classes.

Short-term debts naturally proved to be more sensi-

tive to economic changes during the period since 1929

than did long-term obligations. This sensitivity found
expression not only in the timing of changes, short-
term obligations responding more promptly to business
expansion and contraction, but also in the amplitude
of changes which, generally speaking, were more pro-
nounced among the classes of shori-term debt.
Certain major trends in the debi structure, extending
Public
debt has risen in each year, although the increase is
considerably more moderate than is evident from the
gross public debt figures. In each year since 1929,

Figure 11.—Net Public and Private Debt
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an inereasing portion of the public debt has either been
held as an asset in various government accounts or
offset by loans receivable from the public. This latter
offset against the public debt is indicative of the in-
creasing importance of government as a financial
intermediary, borrowing funds from the public but
relending them to farmers, home purchasers, and busi-
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ness enterprises in need of additional eredits not
readily obtained through traditional channeis. Thus,
a substantial part of the rise in public debt since 1933
has resulted from a substitution of public for private
credit. This substitution, carried out through the
lending activities of such Federal agencies as the Re-
construction Finance Corporation or the Home Owners

Figure 12,—Long-Tert Private Debt by Major Types
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Loan Corporation, made possible not only the refinanc-
ing of certain eritical types of deht but also the release
of fresh funds required for new investment

In spite of a slight increase since 1938, the general
trend of corporate debt, both short and long term, has
been downward during the post-1929 period. A
major factor which helped to produce this trend was
the relatively low level of corporate investment during
these years. Funds sccumulated incidental to the
charging of depreciation and depletion were in many
instances employed for debt retirement rather than for
reinvestment in plant and equipment.

The sharp downward trend which is evident in the
figures on debt of individuals and unincorporated
business contracted for commercial purposes is a result
primarily of the great confraction in the volume of
brokers’ loans sirice 1929. The volume of these loans
has become progressively smaller, thus dominating the
trend evident in this class of indebtedness,

Among the major classes of long-term private debt
farm mortgages have moved steadily lower in volume
since 1929 while urban mortgages, although decreas-
ing through 1937, have since risen to a slightly higher
level.

Thus, in summary, all types of private debt were
substantially lower in 1940 than in 1929, except for
consumer debt which was well above the 1929 level.

Concepts of Net and Gross Debt,

The estimate of net public and private debt is de-
signed to measure the indebtedness of final borrowers
in the United States. To obtain the net debt figures,
the total of legal debt obligations ontstanding are cor-
rected by eliminating intermediary debt (. e., debt
which is offset by receivables arising from the relending
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of borrowed funds) and debt issued by but held within
a “unit” having economic coalescence. For purposes
of the present estimates four such “units” are employed:

1, The Federal Govemment unit, i. e., the United States
Government and its corporations and agencies. -

2. The local government unit, i. e,, the combined State and
local governments.l

3. The corporate umnit, i, e., the individual corporate system
under a single management but often consisting of several
legally separate coyporations.

4, The noncorporste unit; i. e., the separate unlncorporated
business establishment or the individual person.

This selection of units means that gross debt esti-
mates * are brought to a net basis by the following
climinations:

a. Debts issued by government but held by government in
trust, investment, or sinking funds. .

b. Intercorporate obligations of corporate systems in cases
where these “systems’” are for all practical purposes a single
economic unit coordinated by a common policy.

¢. Federal intermediary debt; i. e., that portion of the debt
of Federal agencies which is offset by loans receivable from the
public.®

The elimination of intermediary debt and of debt
“internal” to any of the four units employed does not
meoan that these eliminated obligations are of no
importance, nor does it mean that for all purposes
these contracts may properly be disregarded. Rather
the purpose of ihe eliminations is to remove from
the debt figures those transfers which have less economic

Figure 13.—~Short-Term Prwate Debt by Major Types
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significance than the transfers from savers and other

grantors of credit to ultimate borrowers. By thus
removing the effects of changing financial organization,
the resultant net debt figures give a clearer and simpler

) Strictly, the combined Stato and loeal governments do not form a sighificant econ-
omie unit, cxeept so far as the whole populstion is concerned. But the available
figures (or “internal’ debt are such that tho exact amount of its own securities held by
each local government division is not calealablo. However, by consolidating and
treating all State and local governmont divisions as pacts of n single dobt unit, these
estimates are rendered comparable with those for the Federal governmient and the
resnlting estimate gives & much better picture of the debt of State and loeal povern-
ments a5 vltimate borrowers than the gross debt figores,

1 The Department of Commeres gross debt estimates do not inelude the inter-
mediary debt of financial institutions such as deposit liabilities of banks and obliga-
tions of life insuramee compaunies to polieyholders, 'These debts nre sometimes
included in the totals given in other debt studies,

+ This portion of the Federal debt obviously duplicates that portion of private debt
arlsing Irom these same loars to the public by Federal agencics.
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picture of the more important major trends in the

debt structure.

The details involved in calculating the net public
debt are shown in table 2. Both Federal Government
and Federal agency obligations held by divisions of the
United States Government have been consolidated to

Table 1.—-Net Debt in the United States: 1929-40

SURVEY OF CURRENT BUSINESS

21

detexmine the net public debt held outside the Govern-
Table 3 gives the information relative to both
gross and net debt of corporations, adjustments having
been made to place corporste -oblizations on both a
consolidated and uneonsolidated basis consistently for
the entire period,

ment.

1029 1820 1931 1032 1433 1034 1935 1986 1937 1538 1939 1940
Item i .
Amount {miltiens of dollars)
Met public and private debt ... ... 172,993 | 173,735 | 166,566 7 157, 16L ( 151,050 156,313 |- 151,825 | 155,814 | 158, 609 157, 996 ¢ 162, 144 107, 254
Net publicdebt oo 29,412 I 33, 009 35, 407 37,835 38, 9¢ 41, 897 45, 503 47, 134 43, 300 50, 765 52, 326
Federal and Federal agenctes..... is, 15,391 17,681 18,713 2,028 23,081 25, 944 29, 470 81,310 32, 618 M, 762 36, 115
State and local 13,714 706 | 18| d5| 14&7| 15015 ,033 | 16,033 | 15,824 | 15682 | 10,003 | 16,21
Net private debb..... 143,586 | 143,638 | 133,557 | 121,684 | 113,224 | 313,317 | 100,023 | 110,311 112, 475 | 105,606 | 113,370 114, 828
ng-term debf.. 87,041 91, 86 80, 693 86, 094 81, 105 '.’?, 401 75, 306 73,8 74,804 | 76,181 70, 516 77,624
Lt 45, 316 48, 037 48, 027 46, 845 45, 444 42, 828 41, (37 49, 361 42, (86 43,428 13, 355 43, 723
Individnal and BONCOCPOrALE .. 41, 728 42, 649 41, 666 36, 249 35, 661 34, 573 33, 559 32,971 32,718 32,753 33, 161 33, 001
Farm mortEate . «a.cameran 9, 631 9, 458 9, 214 638 7, BT 7, 786 7, 630 , 350 7. 214 7,071 B8, 910 6, 521
Trban real estat.s morlgage 32,004 33,191 32, 452 30,611 27,774 26,787 , D30 25, 591 , S04 25, 28, 251 - 27, 080
Short-term debt. ... 56, 845 052 43, 804 35, 560 32,119 33,916 3, 622 36, 970 37,671 3,55 34, 803 37,304
POALE o moasme v avenas 808 25,119 220 20, 365 19,108 21,094 21, 164 21, 924 21, 392 18, 447 19, 250 3
Indavidual and noncorporate 27,936 25,933 20, 665 15,195 12,920 12,822 13,458 15, G55 16,279 15,663 15,613 1G, 705
© Commerpial and for purchase of
SECLIIIBS. . e i a e 19, 794 18, 533 14, 205 10, 472 8,483 7,840 T, 598 7, 780 B, 154 7,668 7, 548 7,605
CONSOIOL o oo e m e e eamaem e 8,14 7, 400 6, 310 + 723 4, 437 4,982 &, 860 7,275 8,125 7,400 8, 06. 9,100
Indexes (2035-30=100)
Net public and privetedebt .. ____ 109, 9 113. 8 106. 8 9.8 5. 9 95. 5 0G4 98.9 Ml 4 100.3 103.0 106.2
Not ubltc [+ [:1 T S 43.0 84.4 70.7 76.0 SLD §3.5 89.7 or. 4 100. 8 103.4 108. 7 120
'wderal and Federal agenecies.. 50.9 40.9 85,4 8.7 68, 74.8 84,2 95.6 106 105. 8 112.8 117.2
State and local - 86.3 2.5 100.1 105.7 105. % 100.1 100.2 100.9 0.6 08.7 100.7 102.0
Net fmvato debt. i e 120-6 129.7 120.6 100.8 102.2 100, 5 9.3 90.6 101.6 X 100. 6 103.8
Etsr debt_ ... . 1157 .7 119.2 114. 4 107. 58 029 100.1 07.5 89,4 10L. 3 1017 103, 2
omporaie. 107.5 116.0 113.9 1.1 W07.8 .6 9.7 85. 7 88 108.0 102.8 103.7
Individual and nonoorporatc 126.2 120.0 124.1 118.7 107. 9 104.6 101.9 09,7 290.0 9.1 00.3 102, 6
Farm inorigage. ... 132.9 130. 5 127. 2 11%.2 108.9 107.5 i05. 4 1029 93,6 0.8 05. 4 94,1
1243 128, 6 125.7 8.6 Wr.e 103.8 100.9 99.1 8.8 0.5 101.7 104. 9
Shorf-term debt. 169.1| 146.8| 123.5( 100.1 90.4 95,5 or.4| Jo41| 1060 9.3 8. 1 1050
Corporate. orivpmmcannn 140.4 127.8 113.7 8.7 4.0 108.2 103.6 7.3 164 7 0.3 “.2 100.8
Indlvidual e.nd noneorporate. .. 185.1 171.8 136. 9 100.7 85.6 84.9 89,2 9.7 107.8 9.8 108. 4 110.7
Comimereial and for purchase of -
sor'nnﬁm 255. 4 239.1 I8 5 135.1 1005 101.2 98.0 1004 105.2 959 97, 4 8.1
Cons!.lmer ........................... 110.9 100. ¥ 86,7 64.3 60. 4 67.8 70.8 90.0 110.6 100. 7 1048 123.9
1 Thle debt aggrepates are, In the maln, composcd of indehtedness ouistanding et the end of the calendar year and, accordingly are irealed as year-end totals,
" Table 2,—Gross and Net Public Debt: 1929-40
{Millions of dollars]
Item 1929 1939 1931 1932 1933 1934 1935 1036 1937 1038 1930 1940
Gross public debt . ... ... [ 35, 404 34, 375 30,182 43,154 48, 176 57,274 00, 582 64, 732 67,364 47, 033 69, 895 73,094
Fedﬁl‘B] and Federal ageneies 18,170 17,916 19,643 23,350 28,191 37,935 41, 453 45, 070 47, 760 47, 457 49,900 52,848
................. lﬁ, 301 16,026 | 17,826 20,805 | 23,818 28, 480 30, 557 34, 406 37,236 39, 439 41,961 45,039
Federal neies. - . 1, B6% 1, 898 1,922 2,55 4,376 b, 508 10, 800 10, 664 10,474 8,018 7,939 7, BOG
State and 1068l cume e e 17, 234 18, 459 19, 534 19, 804 19,935 19, 288 19, 420 19, 662 ), 594 1%, 576 16,995 20, 246G
Dupltmting debt:
public-debt duplications. _____.... 5,902 238 6,173 T, 047 10,341 18, 276 18,085 19, 229 20,220 13, 733 19,131 20, 768
‘ederal and Federal agencies, . 2,472 2,525 , 55T , 637 , 163 14, 907 15,480 15, (00 16, 450 14, 830 15, 138 16,733
State aod local.. —— . 3,520 3,753 616 3,010 8,178 3,371 3, 496 3,620 70 3 84 3,903 £, 035
Net publie debt: e aeaeaas - 20, 412 30, 057 33, 009 35, 507 37, 835 38, 996 41, 867 45, 603 47,10 48, 30} 50, 765 52,326
Federal and Federal ageneies__ - 15, 888 15,391 17,091 18,713 , 128 23, 081 25, 964 29, 470 31,310 32,618 34, 762 36,115
Stateand loeal . oo 13,714 14, 705 15,918 13 i 16,807 | 15, 415 15,933 16, 033 5,824 , 682 16, (KA 13,211
1 Adapted frem reports of tbe Secretary of the Treasury and of the Bureau of the Census, Department of Commeres.
Table 3.—Groess and Net Corporate Debt: 1929-40 1
" [Millions of dollars]
Item 1920 1930 101 1432 1633 1934 1935 1936 1937 1038 1939 19‘1(-1
Gross corporate debto .. ... ... eemaanas 90, 201 91, 670 X £1, 988 78,819 7,927 76,545 | 75, 509 76, 597 71,279 74, 500 73, 500
Long-term __... 53, 348 59, 760 55,614 57, 146 55,410 52211 50, 749 48, 930 50, 784 52. 132 51, 500 A
Bhort-term.__... 34,043 31,901 350 24, §42 , 400 25,716 y 206, 579 25 813 22,146 23, [1[11] )
Intercorporate debt 16, 366 16,614 15,708 14,778 |- 14,176 14,005 13, 744 13,224 13,119 12,404 12,195 12,178
Longterm.. - 10, 032 , 832 10, 587 19, 301 9, D66 , 383 8,112 8, 509 8,608 8, 705 8§, 445 8,277
Short-term.__. . g, 8334 , Y82 5121 4,4 4, 210 4,622 4, 632 4, 655 4,421 3,699 3,750 3 90
Net gorpornto debta ..o rean 73,026 75, 050 71,256 67,210 | © 04,643 63, 22 02, 801 32, 285 63,478 | 91,87 62, 605 ok, 322
Long-term - 45,316 48, 937 48,027 , 45 45,444 42 828 41,637 | 40,3061 42, 056 43, 428 43, 356 43,723
Short-ternt 409 265, 119 23,229 X 19,199 21,004 4, 164 21,024 21,392 18, 447 15, 260 , 509

Adjusted to o gross debt or “‘unconsolidated” basls and to a not debt of “oonsolidated’ basis from balance-sheet dats submiiied to the Bureuu of Interoal Revenus in
connecmon with fillng eorporate income tax returns, and alse in the case of raflroads, from balance sheets filed with the Interstate Comimeree Commismon.



